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FORBWORD

This preliminsry vepeort on. the sconomie imgﬂiiv@étims of “ﬁm
denial of Middle East oll was prepsrad ?o:y mpms:éntafz&#&s of the
Department of State, the I}@pm*‘maﬁ‘é: of Interior, the éff"’ic@ of the

eretary of Defense, the Tn epe}matﬁ,mal L@@mmfkim A&ninia%mtiw 9
and the Central ln%migmm Agem:yu It has be@m appv‘wg&d as a
preliminary Bconomic mmmﬁ,g@mw Commi ttee report for aaﬁ?.@@ﬁxgﬂ

disteribution.
This study was prepared on ‘tha baﬁ’is of a brief m&lysiﬁ af

availsble information and limimé @wau‘lﬁaﬁ@n with oil @w;;x&ny
sources, and iz pa*ﬁliwixsm.iﬁ nature, The aignﬁ,f’ieanca m? Hiddl@
Hast oll snd the economic impact of denial o the @iliapmﬁm‘img and
oil-transit states was exsmined in s&za detall, hawevm ‘e :srimipal
deficlency s the lack of any detail ec‘; appraisal of the mpply digw=
lovation and the production and tankw shifts that would be mmﬁmﬁ '
by the Free World in the event of the condd tﬁ@ns msmﬂawﬁ under ‘
Cases 1 and 2 below. To do this in very specific terms would requl e
detailed analysis of pmdu@%mm capabili 'ﬁ;ieesg inlanrj i:rsanﬁpaftg

tanker routes, tenker supply, &nd gther conditims immlﬁng time

elements, costs, finmeing and loesl nseds. The other deficiency is

Wﬁ‘ﬁ'ﬁ




the highly fentative nature of the estimatad balance of pﬁmmm‘
affects on Western Europe. 031 balance of payments data ave
available anly for the UX, and these are 2 consolidatien based

ot the worldd wide oll cjpﬂraﬁms @f Brd tish Pirms.
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Indonesie, is eunwmezﬁ where gam}fmceﬂs Oopsequently, Middle Fast oil

exporte supnly pore than half ‘),ﬁ sm?l& erage oil exports and nore ther

& quartor of all intersationsl comerce in crude oll and refindd
rroduats.

Middie Bast erude oil mfgg%matas'primarilg,ﬁm Kuﬁ&iﬁ'@nﬁ ﬁyaai |

Argbie, sach of wvhich produces o ugfhid onuE mdllion Lzﬁj and Imt; 5

wiose oukput is about %hz@@»ga&ﬁ@m of g million Lﬁ 1:1 Erﬂ&n,w%ﬁ:m

the infustry is stilld mmm@;@iﬁg f}mm ,the&.v effects of 1ts 1@;}@ ﬂhutﬁmmg
output 1z gbout B0C,000 b/d B r%;‘ £oa% t@é to pscover £ at la,a,at

its previous level of 'm’.} SU00 B é:‘i ﬁmfi; %a next LEV years.

Neayly three-fifths of Middle Sast ude Qf@é&@%ian in ér@éiﬁe& "

to U.l. interests, :smpar@ﬂ srith Mfmxmat aver Mf;@«ﬁh&ﬂ %f ﬁriti b

and BritisheDuteh interests and the gz?@mainﬁ.er’ for E"’mmh n‘m.reatm‘ S

Middle East oil refineyies mmtitm‘;ﬁ a mnsh W@u; if@:;iﬁwnt

I& 4}}, 5

nroportion of Free Yorld mywmi‘&; tmg @mde 'ms,

refinery capacity in the reglon ves about 1. 3 rdllzon bg"’“‘; @r"’
about O percent of the Free ‘ié‘o:::"l& total. Thio low percentage

reflecte the huge z“ez"imr’* w:@mm noprosrans of t}m last fe'u;years

in the major oll consuning we &é.a*@a s mainly in St@:r:“" Burope, wﬁ %Cs

a lesser degres in the ITodlan Ocean are

&5 Pree Wordd Dependence on Middle East ﬁilm Bgports from the

Middle Bast aversged about 3.0 nillisn b/d d in 15%5. Princiral
destinations wers Wastern Rurope (1.0 wdllion B/d), the E-East&zm

Bemisphere (.4 milllon) and the Indian Ocesn and Foy Bact ( 5’ million).




Tae relatlve lwportance of M cif:.’..le., }Sac;t a1 ;:p}.;ies‘ h#g vrovz:z h&?mﬁn&mm‘g
since Vopdd Jar IT. i”ma Chartes 1 and 2, hrs}ms,u} They now f*gvmlv |
pearly 50 percent of Free smm oil xﬂngui:;amant bfs;&sié.e ﬁh&{’ b
T Yestorn Burops vlumndmw :i & nearky wmplé’e;e:«g Mﬁh abfw‘@. 90 ’
rersent of 1ts crude supy viies rbc:‘miw* 3? T tlzz& Middle Eagtb '&rmmm
depand le expanding ot the rate of &bmﬁ” 15 ;rﬁmanft mmm l,; s |
Indigenous Tuels in the sres consis s‘zﬁm@g{é enﬁ%;im;{;ﬂc:f «"*as;i? “iﬁie :
production of which has e,m_weznﬁi:fmﬁcmﬁ. smammicz: *imi”&s lmma e&“
fuel needs have therefore been net szlszsm%a ‘.‘nm iy ’a;rliﬂéiﬁﬁlga E&sﬁ §
5&;& and o a uuch stoller r\xﬁm 31 *’r‘«*m dm"' ay m;sm: .c:sfy Lf;z wai

e develoment of Mﬁ"ﬂﬁ},ﬂ Fast oil aaappiiéé muﬁ i}eéﬁ wmggv&d
with o far smeller expenditine s:éi‘,' the Free ?fmii,ﬁ:‘”’;; ;,ﬁsamﬁms txm |
would have beon yequired ivn_m 5t other aress, Thie ﬁiﬁ. : mt ve*sms; e
are bhe world's most mrolific 0&:3"{“%;; of éﬁil aad ;;‘szﬂm;m& ata ﬁfe_m*
Tow average fﬁdﬂ*‘t;-Q Even the Emm‘y exjrg;l<:z‘m4‘;§,é:a wndd ﬁ.savélwgmfm‘t -
axpendddures necesaitated by the “%:emzﬂmﬂﬂmw Lo t - apen :Lm“‘" the
considerable payments to the L n.sal sovernments have not "baéz:{gﬁfeat
éncmgf;h to raleve the costs per “b%:a;z*mi of oil to s level af:}m'gzgaj@;’blé.
th other neior sources. | |

An avcoppanying bepefit hee been the very considersble ineoms

odd conpaties.  Het

Cand Foreisn exchanee sarnings of the

incoms esrmed By these compemies on duvestment in the Middle Fast

stimated as a ninlmus ab o ‘”""”3 i, .,Lid

of 40 percent vent to By imrg 1y Bm?i:mmﬁ pbeh and Propeh fimms. - Gross




§:E§§e§j§i%\

Poreipgn exchanpge recelphs of the UK., the ﬁetheri&nds»amﬁ.Ff&uce
are 1 gool deal higher. The aveilability of layge quantitieés of
Middle Bast oll vhich Wegtern FBurope ané $ther &Qnsuﬁing areas

have been able to purchase for sterling (and to a minor degree

froncs) rather then dollers has considersbly a@l&vﬁaﬁed theif
balanee of payments &iffieﬁl&ieaa | : | | '

011 production and wmovement have also c;eéﬁed the‘ﬁanﬁitiaasifﬁr
cconomic growth in the Middle Fast countries theméalvés.by_virﬁue-of
the vast revenues and fazﬁign athéﬂge egrned by tﬁa’g§vezﬁmﬁnﬁé and
the incowe snd employmwent d@yiﬁaa'by‘%hﬁ native population. Total

oll revenues to govermwenis in the region are estimated at sbout

$920 nillion in 1955 while foraign ax@hﬁﬁg$,r&ceipts vere in excess
$1 billion. 1/ The econcmic fmportance of these Pactors varies
anong the countries, being grestest in the prineipal oll producers

ond least in the oil transit areas.

1.7 Data on forelgn exchenge receipts from oil {oil revenues of povern-
ments plus local expenditures by oil companies) are lacking for
seversl countries. Estimates for these countries would raise the
total of $1035 million shown in Table 6 Yo about $1100 willion.



¢, Feasivility of Deniel of C11 to the Wect

1. Llegal and other a.ﬁsz;ect,sa D onial of il to the slest by

the sbtotes in the Middle fast would amount $o suspension or
aancellaﬁimn_ml the concession anﬁ.ﬁr&asi% privi&egés,ggﬁmﬁ@d %5

the Uesternecontrolled companies opersting in the ares. Thers are

no effective logmd de%ﬁf‘*%ﬁ o the éhf@g&%i@ﬁgltamgmﬁaﬁ§ ar
pesvanent, of any of the agw*emu t5 dnvolving oil. _T@e &@ﬁﬁassiﬂh
controcts and troncit agreements, though @anaiﬁ@rwa’&s binding v
long-tern wdertakings, are arranzenents iﬁvﬁl%&ng g*pﬁb&i¢~sﬁveyeigﬁ
body we= tha‘lmaal gavefﬁMﬂﬁﬁ ~« and private entlties - the ailf
companies. None ic a gﬂv%rmmﬁnﬁ@tsmWﬁvcxldﬁ ut contract. ﬁﬁ S0l

of the counmtries, the local goveraments could in theory be saed‘in
local courts for enforcement @f‘conﬁxaéﬁag'but in p?actiég such sults
would not be feasible particularly umder the &sgum@ti@ns pade. - Sults
5

in forelgn courts would not be vossible becsuse of %h& problen of

soveralyn immunity of the ﬁafaméﬂnﬁrg&vaxnmgaﬁ., Bults 1n.%he Inters
national Court of Justice by ﬁh@ mrent governments of the ﬁ@m@anies
or the protection of the interests of gheir vationsls would be long
dravn out ond theilr feasibility would depeund on the politlcal
coptingencies and the precise legsl situstion obtalning at the time.
ALL the concenszinn conbracts in the srea contaln arbitration
cleuses vhich hove been jnvoked at wardous times ipn dispubes between
the loeal povernments and the ﬁamaamie@u Arbitrsticn is the only

practical way to settle differences betueen the disputants, but is
o & Ed
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a. Technlcal smd economc. e

Utiliziné, onjn,r "bheir oun reuource

countries mentioned a-'bove., The le‘»fe.!. genemlly xrould be/asie

meet the relatively low local req,uirementse Over & periaﬂ ef ‘Eimé:
' extending up to tuo yem:’.; 5 ‘t;he 1&::1; of inﬁigencus ey X |
of the rev materials and spa.re parts req,u:i.red uoulc\ a&versely ai:‘i’ec.i;'

the level of operatmns“ S

production and processing phases. Nane eai’ ’l;hese atates haa




: W

hraunport any of the oil to J&fhﬁ&@ Qut@i&e tha hi&éle §aﬁtu_ Eyéﬁ;
1T they awuld purchase op charﬁaf 8, feu tanker" frﬁm ﬁast@rﬁ &@ﬁfc@ay ’
they lack th@ sﬁnrages a strfbutian &na.xaxk&ﬁiﬁg ?&ﬁlii%i%w in o
W.stern nerkets which sre necessary for the disposal of aii@ Thﬁl-
only possibilities in %his srec afe the avernm&mtwcan rﬁiia&
facilities in such wﬁ&ﬁ& &g Arﬂentina but ihﬁm@ “re ral&@ingy
iimited. Even in those cases, sults Ailed by aﬁ& tes te 'ail
companies, as vhen Iren ﬁﬁ&ion&lizedfthe’&il_in&&sﬁxy,'maulﬁVgerEmﬁ'“

asr hinder sale of oil vhick the campaniss would contend wes tehen

. !~sxstance fram Vestern &Quf@%»

estern oll influstry manabamﬁﬁhj ﬁ@bﬁd&lﬁ%@i %qulpment and
tankers sre in general either owned o cmntralleﬁ by tn& maﬁar interwaﬁ"
national oil eompanies op&ra%iag in the Mﬁﬂﬁlﬁ Bagt., ﬁhe inﬂepeﬂﬁemi
engineering, consultant, tanker and f@;&i&d‘4irms in tae il Eusinﬁsg
are closely ssgociated vith the mag&r @x are eﬁuail” app@ eﬁ o :
arbitrary government amﬁiomw %&@w t@ﬁrﬁfﬂﬁﬁ would almgaﬁ gnﬁnimouwii N
refrain from rendering aid to the Middle Bast shates.

3.  Assictance from Sino«foviet Bloe

2. SlnoeSoviet Bloc oil pos) tian '

Under the above clrcumstances, the only substantial oil
Industry that mipght be villing amd ablﬁ 0 deiSﬁ the Middle East oil
nroducing  stetes exists in the Simo-Soviet Bloc. \fhiﬁ>ﬁﬁ@$biiity

must be consldered in the light of the Bloc's over-all oil p@%iﬁiﬂ&g




&, total Bloe peroduction of Lyaleus 18 estlinated o

/4, equal to about

owt 1.9 ndlildon

o

e ke
LAY

Mot wobil 1060 will the plenmed toted Bloe output resch

PR .. fa . Sy s 2 5 ; g e L
Joadilien B/d e siiohtly below the MAAle Dast level Lo 195%5. The

S
&
B

e e ey i
FEOTE reodiu

fovr={ifths of Bloce oll output; Ruemls belng

other priselpel source. The Commnlet Far Bost, including Compunist
Chins, 1o o major petroleun deficit ares in the Bioc.  Crude oil and

protucts at the rete of about 75,000 b/d sre supplied Trom the Block

Seay by wabter; and from the Buropean USSR, by rail, to neet ihe Farx

Eact defielt. ALY of the current Bloc refining capacity is cmployed

20 vrocess Bloe cpude oild crude

oil, such as MIddie Past of wid not b

vithout o corvesponddng reduction dn indigenous crude ofl production.

Curroent consuwnrbion in the Bloo
£ -

duetion and the Bloo has a sligh

export totalled sboub 75,000 b /wi

af 105G ougooot that total net exports

aond . The Bloc

o5

i and sg

voof persowmel s wmberls

 had sccess to such Free Jorld techeleal litersture as vould permit

et

Bloe perconnel $o understand Free Uorld practices and technlques in

ail phases of the poiroleun industry. In view of the techuolngical

apress of the petroleun isdostyy within the Bloo 5 supplensusad by

the movledge of Free Uorld prectices, the Bloo could nrobably

LT 0

coryd e




i

native workers operate all pheses of the Middls Tast oll courles.

Durlng the firnt oix wonths, the Lrdustry could be opernted st o

level of production squad to ab lesst the meximm ta 117

capabliitics of the Bloc.

It 1o eotimpbed that folloving six mowths fandliiar

maney, and vithin tvo years, Bloo pepsomnel w:}uw e
Middle Dast focilities st any &&;&ixe& level of production s@ g7e.
the memagent Llovel.

Tl regoed bo materials cnd eguipment, it is coﬁﬁiﬁ@zﬁﬁ‘ mﬁq
the Bloc could raiutaln “he vlysiesal plant aod &ilied :i‘s.ﬂiliﬁi@s s}*"i’,
the MHiddie Iast oil lndustry Cor b period of six monthe with "E}:aé
imindensnce ond replacement supplies currently on ?m& in the Middle
Nast.

Althoush about 90 percent 5‘5‘ the equippnent in the Middle Bast oll
facilities iv of U.S. manuPsiture 16 i believed that 1:5’&%25;‘:1;{; ‘r".: years
i Bloc could provide suiteble replacement parts “f:sy the mmuﬁ“autwfe
of equlpsent wlhdeh neets 9.8, &tmémﬁu or by the substitution of

Bloe equipneat for Y.5.

sgudnent.  There is evidence that materisls

awd eguipment vhdeh meet Amepicsn Petioleum Tnstitube stondsards have

en cupplied to the Bloe peiroleun industry from its local sources.

¢ lobew trapsportablon and wooketing. Lecking sdequate

L]

caand pouted of communication with the M Wie Rast ¢ the Bloc would

wve Lo rely on vater transport ss the only practical medium for the




rcverwat of Middle Fash oll from the Fersilen Gulf or the Pastern

iltcrranean oll pipeline *;mmmla in Syria and Lobanon.  The

Booo now bas an eotimebed b7 "}é"&ﬂgf}iﬂ\; tankers weing fron 5 5000
o 12,000 carns d@aﬂamigg}aﬁ ons fﬁ‘iah an BVerags carpoe smjggas::;’iﬁy_@;ﬁ’f
EL‘)O‘L‘;”{‘; 10,000 longy tons, and by the en&x of jﬁ;}w} e expec w,% to have an
odditional 6 tanlers. Mosh of these ¢ ;x, ers are currently "xs::-;{;nee:%
the Black Sen tanker fleet, end ave used wimm?ﬁ.@; in the }?;.L&C:L Sen =e
Foar Bast service and m 2 lesser degres in the Black Sea -- Poland
servico. e

Virtually all Blec oll {97 ﬁrmrat; axported to the Pree '@;féa;?la
proesently moves in non-=Bloe tankers. i‘ﬁtﬁ;ﬁ,mum uge of Bloc mﬁr '
1ift coapacity for Middls Fw‘*‘t} oll service K«:)LEJ..,J necessitate o Qﬁ’bw‘b&feﬁ,
in the Bloc's oun odl movenents or comtimued use of nou-Blog Mcéréﬂv
Exclusive employment of the enbtire Hloc tanker flect for the wovenent

? Mddle Bast oil frowm the pipeline "m:m:imelu in the Zastern Mediw

terroncan to Vestern Burope vould mwm@zfs & 1ife capaeity of no
more than 150 ;0{,3{77 LA st the end of 19%6. IA this cvent other neaus

¥ transportation (primsrily the TranseSi berian Hellr oad) would have
to e used 1f thet porticn of the Soviet For Dest ond Commmist Chins
%eq_uimmc—m‘"gs currently moved by Bloe tankers @a*rsz b ’b:z delivered.
Exclusive employment of the entire Bloo tanker Teet Por the movenent
of Middle East oil from the Eastera Medltervaunean to the Black Sea
yould represent 2 . 1% capacity of no more than 350,000 b/d at the

end of 1956.




Bean tldo soald tenber 318t capscity, vhich nt m;t bcy s

Boomore than 10 percent of 1 weni; total Middie Dast ?*r\:e:mmwtaw

cvepstades the Blocia pma:mcza;l “ﬁ&mhﬁiﬁi@u Por exnlo

ated cituation. 12 Pree Yordd Yeonkers nov

ContE

SRRy ey

 Blocte exportc do soand Tor trens 9*13:'-’% of

Cden oll to Polend vere recalled, forelng the Bioe to use

sters

%7

nrdvs, and if the Bloc elected to supply 1o o

o
)M

sape pattern as 1n 1955 {about 110,000 Em\,?

il to t;s,w Blueh Sea

Middle

ould riss o ebout 50 £000 b/t ot the

end of 10556, an inolondfic ,z'm@; vsmwm:;{m sf current Middle Test

Aeilde Prom the recogonized lluite of Blec vater ﬁmnss o

capebliitics, the marketing of Middle Bast il by the mw in the

Feoeo rid vould be dependent on access to refining, storsge and
letribution facilities which are precently cwned or controlled by
Froo Lordd countrides or oil companies.

d. Deopomic ald. ibether or not the Bloc intervened in

situation to wove Middle Jast oll; 1% cowld almo sttenpt

geonamice ald to those

) S
AT B
Sl

ERTULG
voudd faoe ecopoude difTicudites. The magonitudes {nvolved would be

vithin the Bloo's sconomico bhilities




D, Effects of Denial of Middle East Oil to the Weat

1. Case 1 (Pipelines and Canal clos‘ d‘fand no I ‘ q1 "o S
Avabian oil)e v e T

2, Western naticns. N

i,-f Disruption of supglies :

frozen by government actiona

These dislocations would be fel‘

being rearranged and tmker-s rerouted., Tnis would requi



of latd-up ampm Tankers ﬂfaméfi.

roughly 1.6 m;.l;lion b/«ieb This leves, 'cf @u*put w@_




fmpossible to i:mmagum it

VoL . ,;iﬁé;zmr&mg&mm‘ 0:? tﬁﬁia "é@:}p» :ia
elaaticodty ;t;:i’.”‘ pmﬁu@%zi@m m 'me%z:;a%as*»}t.i_- . Hen
to twelve wonths ﬁ}m\gwim@ mﬁ» @m
| M. stern Homisphere sutput %wu,ié%

/g al alresdy schieved. ‘I‘hm s«mtmw me,,ma addd %imm;i &Lip@m ’“S;ﬁ, “3; Ve

Burope of 0.2 million "@,’é M madﬂ BOSEL
the Cape of wm H@p@* run. "me‘ ws@@rn
reduced to 0.9 wililon hjﬁ ' ?ﬁ é;g:z:z:a a"é}aa% & y{«’a&r : m;_gm

dustion sud 4 fmmgm tation szi

S The Pive n

aliable (ﬁmh@ m*awss':m &h&r %ﬂ.,a,ﬁﬂw Bast
et back by s’.«Llf gbout 0. 3 mmli or Ly/éi o ﬁ{;&y@ 203

Certsin econcmie d:m,}m.,&“?;t@% wmﬁ p@mm‘rh 3_ ‘pm‘éﬁiwl Ly 4

e face of a:‘%r..’;hm"é:;.‘i.mﬁ,ng"i.s.gﬁfé T*“@zﬁ 13’2 %@g%&ﬁﬂfi ’*@%&3&& ol ?fafzimi”«;zw.}

L3 costa o E«Sssesftuzrm %:u;@g;«f Wi ‘i “mm ‘*aﬁau

increases in za:u(:"h pri

from Western h@lsziaph@e“@ s@azﬂeﬁ end. m&msp@rmt «32: ’%za::e ﬁ&&m&m, ang




Western Eﬁmxsphere would be almagt antirei

~burden, since present oll impar%s fra”:

countries. The hardest hit woula 'S »1  N

source of income.

1. See, however, p.22 bélgw, ' ﬁ 5"’




(1) Sa,udi Ar.abia.i A J.a:cge percentage 7'the & m&

ment's oil earnings is used for unec'f‘f mic

~formation.

A »stopp_jage in o1l opera’h
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Table 5

CRUDE OI1. SUPPLY OF WESTERN TUROPE BY SOURCE AND BY (‘OUNTRY, 19518

(thousands of’ barrels per day)

Local
~ Production

Balgium

France

West Germany
Netherlands
Unit.ed Kingdom
Italy and Triestas
Other West Europe

38;:»;@ =

Total = 87

Percent h.6

105
161
ko
305
86

-
2
18
5

1,670

87.5

1

Te9

1,909
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